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KEY ECONOMIC INDICATORS 
(Millions of U.S. Dollars) 


1985 1986 


Population (Millions) ‘ 8.5 
Population Growth (%) ‘ 3.0 
GDP, current prices 5289 
% Change ‘ 1.3 
Per Capita GDP 622 
Inflation (%) 15 


Production and Employment 


Labor Force (1,000s) 1042 
Unemployment Rate (%) 17 
Industrial Production 

(1980 =100) 110 
Govt Deficit (% of GDP) -S 


Balance of Payments 


Exports (FOB) 1120 
Imports (CIF) 920 
Trade Balance 205 
Current Acct Balance a 
Foreign. Debt 2400 
Debt Service paid 320 
Debt Service/Exports (%) 20 
Total Reserves 180 
Average Exchange Rate -62 
(US$ to Z$1.00) 


Foreign Investment 


Total Foreign Investment 
Since 1980 

Total U.S. Investment in 
Zimbabwe 
Since 1980 


U.S./Zimbabwe Trade 


U.S. Exports to 
Zimbabwe 45.7 o3.5 bose Ta~«O 
U.S. Imports from 
Zimbabwe 54.4 73.8 74.5 75.0 
Principal U.S. Exports: computers, farm equipment, synthetic 
fibers, packaging materials 
Principal U.S. Imports: ferrochrome, nickel, coffee, sugar, 
textiles, clothing 


Sources: Central Statistical Office of Zimbabwe, Reserve Bank 
of Zimbabwe, International Monetary Fund, U.S. Department of 
Commerce, Private Sector Sources. 





Zimbabwe's economy, troubled by drought, low investment, 
and a persistent shortage of foreign exchange, continued 
its sluggish performance in 1987. Preliminary government 
estimates indicate GDP growth between 1 and 2 percent for 
the year, but private sources believe that economic growth 
was negligible. Although the tight balance-of-payments 
situation will continue to constrain the economy, the end 
of the drought has boosted agriculture and could lead to 
growth of 3 percent or more in 1988. 


Inflation was held down to around 10 percent in 1987 by 
wage and price controls, but should rise to 15-20 percent 
this year. Zimbabwe's merchandise trade surplus rose 10 
percent to an estimated $330 million in 1987 and should 
remain at roughly the same level in 1988. However, 
because of heavy debt-service obligations, the overall 
balance of payments registered a deficit in 1987 and will 
do so again this year. The government continues to run a 
budget deficit in excess of 12 percent of GNP. The 
1987/88 budget projects a deficit of more than Z$1 billion 
(US $600 million). Most of this deficit results from 
heavy spending on defense and education and subsidies to 
parastatals. 


Unemployment has emerged as the most serious domestic 
problem facing Zimbabwe. Floods of high school graduates 
are entering the job market with few prospects for 
employment in the formal sector. The government 
recognizes the gravity of the situation, but has done 
little to create the conditions for badly needed 
investment. 


Zimbabwe's economy still remains highly vulnerable to 
conditions in South Africa. Despite some success in 
developing alternative transport routes, 75 percent of 
Zimbabwe's trade still transits South Africa. In 
addition, South Africa has retained its position as 
Zimbabwe's largest trading partner. 


Trade between the United States and Zimbabwe increased 

15 percent to $150 million in 1987, but is unlikely to 
increase in the near future. Zimbabwe offers many 
resources to potential investors, but stringent controls 
on profit remittances, lack of clear-cut rules, and the 
government's failure to sign an agreement with the 
Overseas Private Investment Corporation have inhibited 
U.S. investment. The new Zimbabwe investment code, which 
may be completed in 1988, could improve this situation. 
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PART A: CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth Outlook: In 1987, Zimbabwe experienced 
another year of low economic growth. Preliminary 
government estimates indicate a 1.8 percent increase in 
GDP. However, this estimate is very likely to be revised 
downwards as more data become available. Private sector 
sources believe that growth was at best 1 percent and more 
likely flat. Major factors behind this poor performance 
were Zimbabwe's chronic shortage of foreign exchange and 
the severe drought which persisted into December, reducing 
agricultural output by 15 percent. Prospects for 1988 are 
considerably better. Good rains through mid-March have 
ended the drought. A consequent increase in agricultural 
production should help raise the overall growth rate to at 
least 3 percent. Based on early results, some economists 
anticipate growth of as much as 5 percent. However, 
prospects for long-term growth are uncertain. The first 
Five-Year Development Plan set a target annual growth rate 
of 5.1 percent. Sustained economic expansion at this rate 
is clearly not possible unless the problems of static 
investment, rising unemployment, and excessive government 
spending are addressed. 


Inflation/Monetary Policy: Inflation in 1987 declined to 
around 10 percent. The high cost of imported products and 
inputs, the large budget deficit, and rising monetary 
growth exerted inflationary pressures on the economy 
during the first half of the year, but a mandatory price 
and wage freeze imposed in June kept a lid on the official 
price index. The outlook in 1988 is for significantly 
higher inflation. The government has relaxed the wage 
freeze and is expected soon to grant at least limited 
price increases. These anticipated price increases, along 
with higher import prices and a continued large budget 
deficit, will contribute to a inflation rate of 15-20 
percent. The money supply grew 13.5 percent last year, 
slightly ahead of inflation. There was a spurt in money 
supply growth in early 1988, but the government has 
attempted to restrain the inflationary effects of this 
development by maintaining high interest rates. 


Balance of Payments: Zimbabwe enjoyed an estimated trade 
surplus of $330 million in 1987, up 10 percent from the 
final 1986 result of $315 million. Much of the increase 
was due to increased mineral earnings, particularly gold, 
ferrochrome, and asbestos. However, the overall balance 
of payments is estimated to be in deficit by $50 million 
or more due to heavy debt-service payments. Although a 
moderate devaluation of the Zimbabwe dollar, stronger 
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agricultural exports, and increased gold production should 
help maintain the trade surplus, little overall 
balance-of-payments relief is likely in 1988. Finance 
Minister Chidzero has forecast import growth of 

11 percent, and debt-service payments will peak this year 
at about 37 percent of export earnings. In addition, 
Zimbabwe's huge budget deficit and defense obligations, 
particularly on the Tete and Beira Corridors, impose a 
continuing drain on foreign currency reserves. Reserves 
at the end of 1987 were estimated to be no more than $200 
million, enough for 2 months of imports. The government 
is more optimistic in the longer term, expecting the 
debt-service ratio to fall below 20 percent by 1990. 


Fiscal Policy: The government budget deficit will again 
exceed Z$1 billion (US$600) million. Expenditure 
estimates for the 1987/88 budget cycle were Z2$4,600 
million (US$2,700 million), while estimated revenues were 
Z$3,628 million (US$2,134 million). Supplemental 
increases in spending boost the projected Z$988 deficit to 
over Z$1,100 million (US$647 million). As in past years, 
defense (Z$720 million or US$424 million) and education 
(Z$784 million or US$461 million) are the major budget 
items. The deficit will be largely financed by domestic 
borrowing, which exceeded Z$900 million (US$530 million) 
for the year. The Government of Zimbabwe recognizes the 
importance of reducing this deficit, but has taken few 
steps to do so. Given the country's defense obligations 
and its strong commitment to universal education, there is 
little leeway for reductions in these areas. However, 
subsidies to parastatal companies account for nearly 

Z$500 million of the deficit. Many local economists 
believe that the big money losers such as the Zimbabwe 
Iron and Steel Company, ZISCO (US$60 million) and National 
Railways of Zimbabwe (US$60 million) must be restructured 
and allowed to increase tariffs to reflect their costs and 
to reduce the drain on the Treasury. 


Unemployment: Unemployment is perhaps the most serious 
near- and medium-term problem facing Zimbabwe. Net job 
creation in the formal sector has been virtually nil over 
the last 10 years, and the number of job-seekers is 
growing rapidly. Around 100,000 secondary school leavers 
will be looking for jobs this year, and their numbers will 
swell to 300,000 annually by the early 1990s. Finance 
Minister Chidzero acknowledged last year that the number 
of unemployed would soon exceed the number of employed. 

He and other government officials have stressed the 
urgency of finding a solution to this problem, which many 
consider a political time bomb. In a recent speech, Labor 
Minister Nkomo estimated that as much as $2 billion 
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in new investment is needed to create jobs for the 
projected entrants in to the labor market. Under present 
conditions, attracting this much new capital is an 
impossible task. 


Agriculture: As the consequence of severe drought 
conditions which persisted throughout 1987, agricultural 
output for the 1986/87 crop year fell by an estimated 15 
percent. Although Zimbabwe had large stocks and was 
easily able to feed itself, production of major crops such 
as maize (down 79 percent) and wheat (down 14 percent) 
fell off sharply. The volume of tobacco, Zimbabwe's most 
important export crop, increased slightly, but 
drought-related quality problems and poor prices led to a 
22 percent decline in export revenues to $173 million. 
Increased beef sales offset crop losses to some degree. 
Agricultural prospects for the 1987/88 crop year are much 
brighter. Good rainfall throughout most of the country 
has ended the drought. Assuming continued good weather 
and adequate producer price levels, major crops should do 
very well. Marketed maize production could easily reach 
700,000 tons, far below peak levels but nearly double last 
year's disappointing harvest. However, the need to 
replenish stockpiles will reduce export earnings from 
maize. The volume of tobacco harvested may fall slightly, 
but improved quality should lead to higher revenues. 
Cotton production could increase by as much as 35 percent, 
while soybean and wheat will increase by around 10 
percent. Sugar is the only major crop likely to suffer a 
fall in production because of reduced planting last year 
in the drought-stricken lowveld. Preliminary estimates 
are for a 14 percent increase in overall agricultural 
production in 1987/88, although some optimists expect as 
much as 20 percent. 


Construction: In 1987, the construction industry enjoyed 
perhaps its best year since independence, and 1988 also 
started well for builders. Residential and business 
construction increased significantly last year as property 
investment surged. However, this trend is not necessarily 
the sign of a healthy economy. There is a significant 
amount of excess liquidity in the economy, due in large 
measure to heavy government spending. The foreign 
exchange shortage has limited opportunities for productive 
investment, leaving real estate as one of the few places 
profitable businesses and individuals can put their cash. 


Energy: Zimbabwe remains totally dependent on imported 
petroleum, but enjoys ample reserves of coal and 
significant hydropower potential. The great majority of 
petroleum imports come in by pipeline from Beira, where a 
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new petroleum terminal was inaugurated in 1987. The 
pipeline has been the occasional target of attacks by 
RENAMO guerillas within Mozambique, but has suffered no 
lasting damage. Currently, gasoline sold in Zimbabwe is 
blended with domestically produced ethanol in a proportion 
of 87/13. The government recently announced plans to 
increase the capacity of the Triangle ethanol plant from 
40 million to 75 million liters annually, which will 
enable it to increase the amount of ethanol in gasoline to 
20 percent. The government is considering other energy 
initiatives to increase electricity supplies. One 
possibility is a 300 megawatt extension to the Kariba 
South power station. Also under consideration is a major 
expansion of the Hwange coal-fired power station. 


Manufacturing: The manufacturing sector, which accounts 
for 25 percent of GDP, got off to a poor start in 1987 
because of sharply reduced foreign exchange allocations. 
Expansion was also restrained by low demand resulting from 
the impact of the drought on farm incomes and of the wage 
freeze on urban consumers. However, in the latter part of 
the year, increased manufactured exports enabled the 
sector to stage a modest recovery and achieve an estimated 
1-2 percent growth for the year. Output of the metals and 
chemical/petroleum sectors fell off, but this decline was 
more than offset by growth in foodstuffs, textiles, and 
beverages. An expected 6 percent increase in foreign 
exchange allocations and growing consumer demand resulting 
from the wage increase should lead to better results in 
1988. Since the wage increase went largely to lower 
income levels, demand growth for food, beverages, and 
other consumer goods should be especially strong. 


Mining: Mining output increased an estimated 17 percent 
(by value) in 1987 to US$510 million. Gold (US$219 
million) led the way, followed by ferrochrome (US$62 
million), asbestos ($59 million), nickel (US$46 million), 
and copper (US$29 million). Exports of minerals and 
metals made an important contribution to foreign exchange 
earnings led by gold (US$204 million), ferrochrome (up 38 
percent to US$171 million), iron and steel (US$59 
million), asbestos (US$66 million), and nickel (US$49 
million). The government and mining industry expect an 
even better year in 1988, with projected growth of 14 
percent. Continuing development of the gold industry will 
be an important factor in this growth. The government and 
private companies are engaged in several projects and are 
confident that output can be increased several-fold over 
the next few years. In addition, the industry believes 
that ferrochrome, nickel, and copper prices will remain 
strong throughout the year. Over the longer term, 
development of Zimbabwe's platinum reserves is possible. 
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Some sources believe that sales of platinum and associated 
precious metals could exceed US$150 million within 5 years. 


Tourism: Approximately 450,000 foreigners visited 
Zimbabwe in 1987, an increase of 12 percent over 1986. Of 
these visitors, 84 percent were here as tourists and 9.7 
percent came on business. Despite this rise in arrivals, 
tourism remains an underdeveloped industry in Zimbabwe.. 
Foreign tourists have yet to discover most of the 
country's many attractions (except Victoria Falls), with 
the result that hotel occupancy rates countrywide remain 
below 40 percent. 


Private Sector/Investment: Although President Mugabe has 
frequently expressed his intention to move Zimbabwe 
towards socialism, government economic policies: have 
generally been pragmatic in regard to the role of the 
private sector. Zimbabwe's diversified and relatively 
sophisticated industrial sector remains largely in private 
hands, and the nation's 4,500 large commercial farms 
(nearly all white-owned) continue to account for most of 
Zimbabwe's agricultural exports. While the government 
strongly supports measures to speed the redistribution of 
wealth to the black majority, it has explicitly rejected 
the expropriation of privately owned companies as a means 
to this end. Instead it has acquired equity positions in 
certain leading companies and urges greater Zimbabwean 
participation in foreign-controlled operations. Lack of 


funds has to some extent slowed down the government's 
efforts in this area. However, in 1987 it acquired 
approximately 38 percent of South African-controlled Delta 
Corporation (hotels, breweries, and retail outlets) and a 
majority share of Hunyani Holdings, Zimbabwe's largest 
producer of paper and packaging materials. 


Although the government has left much production in 
private hands, the extent of its control over other 
aspects of the economy is significant. International 
sales of minerals are controlled by the Minerals Marketing 
Corporation; parastatal boards control sales and exports 
of many agricultural products; imports are tightly 
controlled through the import licensing process; 
investment proposals are carefully examined by various 
ministries before approval; and employers must follow 
strict regulations concerning wages and employment. 


As noted earlier, the government has had little success in 
the vital role of employment creation. It's policies have 
contributed to low investment and poor prospects for the 
creation of productive jobs. The private sector, 
international organizations, and some in the government 
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have urged the adoption of wide-ranging reforms, including 
reduction of the budget deficit, import liberalization, 
more realistic exchange rate policies, a more balanced 
labor law, revised procedures for foreign currency 
allocations, and adoption of rational investment 
guidelines as necessary conditions for resumed investment, 
increased exports, and sustainable economic growth. It 
remains to be seen to what degree the government will 
choose to unleash the private sector through such policies. 


Zimbabwe/South Africa: Zimbabwe's economy remains 
dependent on South Africa and very vulnerable to events 
there. South Africa accounts for about 20 percent of 
Zimbabwe's overall foreign trade, although an effort is 
being made to seek new markets and suppliers. This will 
be difficult, since South Africa is the only economic 
source for many vital products. Zimbabwe's dependence is 
greatest in the transport sector. Around 75 percent of 
Zimbabwe's exports and imports transit South Africa. The 
Southern African Transport and Communications Commission 
(SATCC), based in Maputo, Mozambique, has attracted 
substantial donor assistance to rehabilitate the transport 
corridor between the Mozambican port of Beira and to begin 
rehabilitation of the Limpopo Rail line to the port of 
Maputo. However, the Beira port suffers from a number of 
operational problems and is unlikely to be able to 
continue its expansion during the next 2-3 years. The 
Limpopo line has great promise for Zimbabwean exports, but 
will take several years to reach full capacity under the 
best of circumstances. A factor which complicates these 
projects is the activity of the anti-government RENAMO 
forces in Mozambique. Zimbabwe already has made an 
expensive commitment to defend the Beira Corridor. The 
likely need for similar security arrangements on the 
Limpopo line will slow the pace of rehabilitation, and 


might also impose an unacceptable financial burden on 
Zimbabwe. 


PART B. IMPLICATIONS FOR THE UNITED STATES 


Trade between the United States and Zimbabwe increased by 
15 percent to US$149.9 million in 1987. The United States 
retained its place as Zimbabwe's third largest trading 
partner after South Africa and the United Kingdom. U.S. 
exports to Zimbabwe totaled US$75.4 million (f.a.s.) while 
U.S. imports from Zimbabwe were US$74.5 million (c.i.f.). 
Principal U.S. exports to Zimbabwe were aircraft (Air 
Zimbabwe took delivery of two Boeing 737's), computers, 
agricultural equipment, resins, and spare parts. 
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U.S. imports from Zimbabwe included ferrochrome, sugar, 
nickel, and coffee. U.S. products, particularly computers 
and business equipment, are highly regarded in Zimbabwe, 
and the potential demand is substantial. Unfortunately, 
Zimbabwe's chronic foreign exchange shortage will restrict 
sales opportunities for U.S. suppliers of goods and 
services for the next few years. 


Zimbabwe offers many advantages for potential foreign 
investors, including agricultural and mineral resources, a 
well-developed infrastucture, good transportation links to 
regional markets, a competent labor force, and pleasant 
living conditions. However, it has attracted little 
foreign investment since independence. The government 
welcomes foreign investment in its public statements, but 
in practice few incentives are offered. The government 
has shown no inclination to conclude an agreement with the 
U.S. Overseas Private Investment Corporation or to sign 
similar agreements with other countries. 


At present, no specific investment law exists. In 
reviewing foreign investment application, the government 
looks at several factors, including: 


Job creation 

Use of new and appropriate technology 
Import substitution potential 
Generation of exports 

Location in designated "growth points" 


Willingness to form joint ventures with Zimbabwean 
partners 


Requirements for local participation are not quantified, 
but joint ventures are strongly encouraged. The 
government reserves the right to participate on an equity 
basis in new investment of national importance. 


The government has announced that it is drafting a long 
overdue investment code, and predicts release before the 
end of 1988. It is also planning to publish the second 
volume of the Five-Year Plan and an “investment register," 
or list of projects in which Zimbabwe seeks foreign 
participation. Little has been revealed concerning the 
content of these documents. However, it is rumored that 
the investment code will provide for the creation of an 
office to facilitate foreign investment. 


Potential investors and traders may also benefit in the 
long run from Zimbabwe's membership in the Southern Africa 
Development Coordination Conference (SADCC). SADCC was 
formed in 1980 with the objective of fostering 





coordinated regional economic development. SADCC members 
include Angola, Botswana, Lesotho, Malawi, Mozambique, 
Swaziland, Tanzania, Zambia, and Zimbabwe. The SADCC 
central secretariat is located in Gabarone, Botswana. 


Approximately 45 U.S. companies have operations in 
Zimbabwe, including Union Carbide (by far the largest U.S. 
investment), Heinz, Johnson and Johnson, 3M, 
Colgate-Palmolive, Mobil, Caltex, and NCR. The only 
significant U.S. investment since independence is Heinz's 
joint venture with the government in an edible oils, soap, 
and food operation. 


Several major projects under consideration by the 
government may offer opportunities for U.S. suppliers of 
goods and services. Among these are: 


- Rehabilitation and expansion of the country's electrical 
generating capacity. The Zimbabwe Electricity Supply 
Authority (ZESA) may soon decide to undertake a major 
expansion of its hydroelectric generating capacity. 


- A planned $100 million rehabilitation of the 
government-owned iron and steel company, ZISCO. 


- Upgrading of the telephone and telecommunications 
system. The Posts and Telecommunications Corporation 
(PTC) is embarking on a 5-year development plan. 


- Construction of a commuter railway between Harare and 
high density suburbs. 


- Development of chromium and platinum reserves. 


The U.S. Trade and Development Program (TDP) is active in 
Zimbabwe and is prepared to work closely with U.S. 
business to develop major trade opportunities. During the 
last few years, TDP has funded planning services for ZESA, 
the Regional Water Authority, and a regional development 
and ethanol project in southeast Zimbabwe. 


A visit to Zimbabwe is the most effective way to gather 
commercial information and to make contact with potential 
distributors. Participation in countrywide events such as 
the annual Zimbabwe International Trade Fair in May also 
offer an excellent opportunity to meet potential 
Zimbabwean and regional customers. The United States has 
participated in the fair for the last 7 years and will do 
so again in 1989 with special emphasis on computers, 
business equipment, and commercial aircraft. 


The U.S. Embassy in Harare (172 Rhodes Avenue, Box 3340: 
Tel: 794-521) has an Economic/Commercial Officer and a 
small commercial staff (Tel: 728-957) to aid American 
business people. 
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